1 The term energy assessment is used interchangeably with the term energy audit. Energy assessments are free to households earning less than 200 percent of County Median Income and subsidized if between 200 percent and 400 percent of County Median Income. 2 The term energy upgrade is used interchangeably with the term energy efficiency retrofit. 3 HPwES is an energy assessment-based EPA initiative targeting whole home energy upgrades. More information on NYSERDA"s HPwES program is available HERE. 4 The minimum decision credit score formula incorporates credit scores from multiple ratings agencies, including FICO. platform is an effort to reduce this rejection rate by using alternative underwriting criteria to qualify creditworthy households for financing.
The Limits of Credit Scores
Credit scores have been used for many decades as a quick assessment of an individual"s ability to repay a loan. These scoring metrics were developed during World War II in response to a shortage of credit analysts to make judgments on whether to provide loans. 5 The introduction of credit cards in the late 1960s reinforced the trend towards automating lending decisions. 6 Unfortunately, many creditworthy households are penalized by these scoring systems-in order to earn a high credit score one must have access to credit while in order to gain access to credit, one must have a high credit score. The financial crisis has further reduced consumer access to credit (i.e. borrowing limits on existing financing products, like credit cards, have declined), suppressing the credit scores of some creditworthy households at the same time that lenders have been raising minimum qualifying credit scores.
The new GJGNY financing program will provide loans to those households that responsibly pay their bills, especially their utilities bills-and may be able to afford to take on debt to invest in energy efficiency-but that have been unable to access credit markets through existing financing products.
New GJGNY Residential Energy Upgrade Financing Options
In November 2010, NYSERDA replaced its Fannie Mae Energy Loan offering and is now using two tiers of underwriting standards to qualify applicants for up to 15 year unsecured loans from $3,000 to $13,000 with an initial interest rate of 3.99 percent.
7 These loans will be funded from a $51 million revolving loan fund (RLF), half of which is targeted at the residential sector. The RLF will initially be capitalized with a portion of New York"s Regional Greenhouse Gas Initiative (RGGI) proceeds.
Tier 1 underwriting standards conform to the Fannie Mae Energy Loan standards that have been historically used in New York to qualify applicants for financing. Tier 2 standards eschew traditional credit metrics in favor of using reliable utility bill payment and good standing on outstanding mortgage obligations to qualify applicants for energy upgrade financing. These Tier 2 underwriting standards offer a promising new approach to assessing consumer creditworthiness and helping more homeowners overcome the upfront cost hurdle of an energy upgrade (see Table 1 for a description of Tier 1 and Tier 2 underwriting standards). While both Tier 1 and Tier 2 loans will be funded through the same revolving loan fund, NYSERDA plans to initially sell only its portfolio of Tier 1 loans to secondary market investors. NYSERDA anticipates reaching $25 million in Tier 1 loans in 2011 and plans to issue Qualified Energy Conservation Bonds (QECBs) secured by the loan pool repayment stream. 9,10 Bond proceeds will replenish the RLF and be used to provide additional energy efficiency loans. NYSERDA will hold its portfolio of Tier 2 loans and monitor its performance until a sufficient loan performance track record has been established to support a secondary market bond issuance at attractive terms, by combining such loans with other Tier1 loans. NYSERDA"s long term goal is to issue bonds secured by the combined repayment stream of a single pool of Tier 1 and Tier 2 loans. 8 These utility bill paying requirements were structured to extend financing to homeowners that underpay utility bills in cold months and overpay in warm months, but on-net meet their annual utility bill payment obligations. 9 A QECB is a debt instrument whose interest is subsidized (about 70% of the interest costs) by the United States Treasury. QECBs may be issued by state, local and tribal governments for qualified energy purposes, including "green community programs". NYSERDA will use $20 million of the state"s QECB allocation as well as at least $5 million from local governments that have reverted their allocations to the state to support GJGNY. More information on QECBs available HERE. 10 NYSERDA plans to use a portion of its BetterBuildings grant to support the QECB issuances with a loan loss reserve (LLR) and debt service reserve (DSR). More information on LLRs and DSRs available HERE.
Filling the Gaps-A Diverse Energy Upgrade Platform in New York
The new GJGNY financing program will fill an important gap not met by New York"s two incomequalified energy upgrade programs. Before the launch of GJGNY, there were few financing options for those households that did not meet Fannie Mae Energy Loan credit score-based underwriting requirements and that earned too much to qualify for the Weatherization Assistance Program. GJGNY Tier 2 underwriting standards may fill this gap by identifying and providing energy efficiency financing to creditworthy households. Table 2 provides a summary of these initiatives and their target populations. 
What We May Learn From the GJGNY Financing Program
The GJGNY 2-tier financing program is an interesting test of how expanded credit opportunities may impact the home energy upgrade market. The program"s performance may provide insight into these key questions:
Are less qualified households willing to take on additional debt to finance energy upgrades?
In the past, lower and moderate income households have had some aversion to taking on additional debt for energy upgrades, in part due to the uncertainty that the investment will deliver savings in excess of its costs. 13 This risk aversion may be exacerbated by current economic challenges and uncertainty. While credit scores are imperfect measures of a household"s ability to repay loans, default rates on consumer finance products have historically increased nonlinearly as credit scores decrease. Energy efficiency programs must carefully balance the energy savings and equity goals of more inclusive financing instruments against the risk of providing loans to those for whom additional debt may be too great a burden.
In the past, several pilot programs that have provided financing to less qualified households have approved very low percentages of loan applications and have provided credit counseling to approved borrowers to ensure that they are able to make loan repayments. While low loan approval rates and financial management assistance increase program costs, GJGNY"s lack of financial education assistance for loan applicants approved through its Tier 2 underwriting standards may contribute to high non-payment rates. This risk may be mitigated by the 50 percent maximum debt-to-income (DTI) ratio in the Tier 2 underwriting standards, which may screen out applicants for whom the additional debt burden of an energy efficiency loan may be too high.
Will secondary market investors be willing to invest in bonds backed by a pool of loans originated using a blend of Tier 1 and Tier 2 underwriting standards?
Several energy efficiency finance programs have struggled to find investors for bonds backed by unsecured loans originated using Tier 1 underwriting standards. It is also unclear whether investors will request a credit enhancement to support a blended pool of Tier 1 and 2 loans and whether strong Tier 2 loan performance will increase investor confidence in providing capital to less qualified homeowners. This issue highlights a key tension faced by many ARRA grantees between establishing sustainable secondary markets for energy efficiency projects and ensuring that public monies are spent equitably.
Will less qualified households save money by investing in energy efficiency?
On average, energy upgrades have historically delivered energy and monetary savings. However, the variance in the performance of these upgrades-much of it owing to household behavior-has been significant.
14 For those households with little financial buffer should estimated energy savings not be realized, taking on debt with the assumption that utility bill savings will offset principal and interest payments may be perceived as a risky endeavor. NYSERDA has robust quality assurance mechanisms in place and will be collecting utility bill data to assess the realized savings from these energy upgrades. These data will help to increase confidence in the performance of improvements and inform future program design.
For some less qualified households, an energy upgrade may be primarily motivated by the need to replace aging equipment (e.g. HVAC systems)-an expenditure that should be included as part of operating and maintaining a home. This raises important questions about how programs should target key equipment-related transaction points and whether focus is more appropriately placed on whether energy savings offset the incremental costs of the efficiency components of system replacements.
Effectiveness of Incentives for Residential Energy Conservation." Evaluation Review (10): 147-176. 14 Part of the reason for the wide variance between estimates and actual performance is that initially energy savings estimates were not calibrated to pre-upgrade baseline usage. There have been significant improvements in estimation capabilities since this experience, but the issue of variance remains a concern.
GJGNY Program Status and Future Plans
In the first two months since the launch of the program, about 1,400 applications were received for energy assessments, of which 2/3 qualified for free assessments. Of these assessment requests, 445 have been completed and 51 have resulted in approved energy efficiency improvement projects.
A single lender, Energy Finance Solutions (EFS), is currently originating GJGNY loans. In time, NYSERDA plans to allow financial institutions throughout New York to originate GJGNY loans on NYSERDA"s behalf.
15 Table 3 provides an update of loan volume to date. 
Tier 2 Financing Update
The loan application process may explain why no Tier 2 loans have yet been issued. Currently, loan applicants that do not meet Tier 1 underwriting standards are issued a rejection notice by the loan originator. These applicants are also given a letter indicating that they may still qualify for GJGNY financing and are asked to submit utility bill information (mortgage payment history, if any, is generally reported from credit scoring bureaus). NYSERDA is working with its lending partner to streamline this bulky application process to reduce the likelihood that loan applicants will drop out if they do not meet Tier 1 standards.
In addition, the loan originator contacted a number of these applicants, several of whom indicated that they assumed that the "Tier 2" offer was a worse offer than what they had applied for. NYSERDA is evaluating its messaging to reduce any potential stigma around qualifying for financing via the 2 nd tier of underwriting standards as both Tier 1 and Tier 2 borrowers receive the same loan terms.
